(d) of the Exchange Act offered under
Regulation A to deliver for a period of 90
days after the commencement of the of-
fering an offering circular to any pur-
chaser who has not previously received
an offering circular.®

The Commission believes that the same
cansiderations that led Congress to adopt
amendments to section 4(3) of the Act
requiring dealers to deliver prospectuses
during & period of 90 days after the ef-
fective date of a registration statement
relating to securities of issuers who had
not previously sold securities pursuant to
an effective registration statement,
should apply to delivery of offering cir-
culars by dealers.* Failure of a dealer to
comply with this provision will not affect
the exemption avallable to the issuer,
put would result in the dealer’s transac-
tion not being exempt pursuant to Regu-
Iation A.

The Commission also has adopted a
new paragraph (h) to Rule 256 which
will require issuers or underwriters to
provide reasonable quantities of the of-
fering circular to dealers on request.

Commission Action. Pursuant to the
authority set forth in sections 3(b) and
19(a) of the Securities Act of 1933, the
Securities and Exchange Commission
hereby amends § 230.256 of Chapter 1I of
Title 17 of the Code of Federal Regula-
tions by amending subparagraph (a) (2)
and adding new paragraphs (g) and (h)
all as set forth below:®

#The Report, Part 1 at page 558, recom-
mends extension of the period during which
dealers are required to deliver prospectuses
w 00 days for “first issues of ocommon
sick * * * " and the application of that
requirement to offering circulars under Regu-
lation A. The record In the Hot Issue Inveatl-
g;atlon supports that recommendation.

‘The Senate Report on the 1064 Amend-
ments to the Federal securitics laws gquotes
the Special Study's Report, Part 1, at page
556:

Persons who bought In the aftermarket
ofien were less sophisticated and more
suscoptible to the allure of publicity and
rumor about “"hot issues.” Those persons,
who frequently purchased at premium
prices, probably needed the benefits of
information contained in the prospec-
tuses more than the original distributees.
and then states:
Although the proposed amendment to
section 4(1), which was recommended
by the Special Study will not provide a
cure-all for the “hot issues™ problem, it
will make Informsation avaiiable to in-
vestors during the course of active so-
licitation and trading of new issues in
the after market and assist In the estab-
lishment of more orderly trading in such
securities.
Senate Report No. 879, 88th Congress, st
Bess. (July 24, 1063), 28, The Special Study
30 observed that while the requirement
With respect to delivery of preliminary pros-
Pectuses “guarantees that original purchas-
€3 of registered issues receive the prelim-
nary prospectuses, it does not insure deliv-
#7 of any prospectuses to purchasors in the
Aftermarket who may be {n greater need of
the disclosure than are original distributees."
port, Part 1, pages 548 and 549,
All changes from the amendments as pro-
Posed for comment in 37 FR 16008 are here-
inafter italloized.
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Paragraph (a)(2) of Rule 256 is
amended as follows:

§ 230.256 Filing and use of the offering
circular.

(a) (J 2 M

(2) No securities of such issuer shall
be sold under this regulation unless such
an offering circular is furnished to the
person to whom the securities are ex-
pected to be sold at least 48 hours prior
to the malling of the confirmation of
sale to such person, or is sent to such
person under such circumstances that
it would normally be received by him 48
hours prior to his receipt of confirmation
of the sale; Provided, however, If the is-
suer is required to file reports pursuant
to section 13(a) or 15(d) of the Securi-
ties Exchange Act of 1934, as amended,
the offering circular may be furnished
with or prior to the confirmation of sale.

- - - - Ll

(g) Sales by a dealer (including an
underwriter no longer acting as an un-
derwriter in respect of the security in-
volved in such transaction) of securi-
ties of an issuer not subject, immediately
prior to the time of filing of notification
on § 239.90 [Form 1-A] to the provisions
of Sections 13(a) or 15(d) of the Securi-
ties Exchange Act of 1934, as amended,
offered pursuant to this regulation and
taking place prior to the expiration of
ninety days after the first date upon
which the securities were bona fide of-
fered to the public, shall not be ex-

empt pursuant to this regulation unless:
(1) the dealer furnishes a copy of the
then current offering circular to the pur-
chaser prior to or with the purchaser’s
receipt of the confirmation of the sale;
or (2) the offering circular has previously
been mailed or delivered to such pur-
chaser. Fallure by a dealer to comply
with the provisions of this subparagraph
shall not otherwise affect the availability
of the exemption for any other person,
including the aggregate amount of sec-
urities exempted pursuant to § 230.254.
(h) The issuer or, if there is an under-
writer, the underwriter shall provide rea~
sonable quantities of copies of the offer-
ing circular to any dealer on request
prior to the expiration of ninety days
after the first date upon which securities
of such issuer were bona fide offered the
the public pursuant to this regulation,

The foregoing amendments to Rule
256 shall be effective on August 1, 1973
and shall apply with respect to all of-
ferings exempt pursuant to Regulation
A commenced on or after that date.

(8ecs. 3(b), 19(n), 48 Stat. 75, 85, Sec. 209,
48 Stat. 008, 0,122, 50 Stat, 167, Pub, L, 01-665,
84 Stat, 1480, 15 US.C. TTo(b), 77s(n)).

By the Commission.

[SEAL] SnrimLey E. HoLLs,
Recording Secretary.
JUNE 1, 1973.

[FR Doc,73-13110 Filed 6-28-73;8:45 am]
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[Relense 5396)

PART 231-—INTERPRETATIVE RELEASES
RELATING TO THE SECURITIES ACT OF
1933 AND GENERAL RULES AND REG-
ULATIONS THEREUNDER

Preparation and Filing of Registration
Statements

The Securities and Exchange Commis-
slon announced today the adoption of
certain amendments to the Guides for
Preparation and Filing of Registration
Statements under the Securities Act of
1933 (Securities Act Release 4936, as
amended) (“Guides”) [33 FR 186171.
These amendments were first published
in Securities Act Release 5279 (July 26,
1972) [37 FR 16010! as part of the series
of proposals resulting from the Commis-
sion’s Public Investigation in the Matter
of the Hot Issues Securities Markets
intended to improve the informational
(“Hot Issues Investigation”)' and are
intended to improve the informational
content and dissemination of disclosure
documents required to be filed in con-
nection with public offerings of securi-
ties of new ventures or first-time regis-
trants. Some of the amendments, how-
ever, are not limited to new ventures or
new registrants and apply to any issuer
filing on Form S-1 [17 CFR 239.11] or
5-2 [17 CFR 239.12].

First, the Commission has adopted new
Guide 59, “Summary of Disclosure in the
Prospectus,” requiring that prospectuses
contained in a registration statement on
Form S-1 or S-2 filed by any registrant
include, immediately following the cover
page, a summary of the contents of the
prospectus, highlighting the salient fea-
tures of the offering with appropriate
cross references to the prospectus. This
summary should be placed on the first
page of text and not on the inside cover
page which contains the table of con-
tents, In addition, the Guide would re-

*quire that summary financial informa-
tion be included in the summary, but
only for registration statements on Form
S-1.

Second, Guide 186, "Disclosure with re-
spect to Newly Organized Underwriting
Firms," has been amended to change the
title to “Underwriters’ Experience and
Due Diligence Inquiry,” and to add a
paragraph relating speclfically to the due
diligence inquiry of underwriters of new
or speculative issues. Information devel-
oped in the Hot Issues Investigation and
contained In the Special Study of the
Securities Markets® indicates that new
and inexperienced underwriters often
underwrite new or speculative issues, and
that certain of these underwriters fail
to make reasonable investigations to as-
sure that registration statements con-
tain full and fair disclosure. The new
paragraph of Guide 16 provides that the
staff may request that an underwriter

File No, 4-148.

* Report of Special Study of the Securities
Markets, Part 1, at 514 (1963),
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of & new or speculative issue furnish sup-
plemental information not as & part of
the registration statement to explain the
steps taken to verify the information ap-
pearing in the registration statement
and to determine whether additional dis-
closure s necessary in the prospectus.®
Third, a new paragraph has been
added to Guide 5, “Preparation of Pro-
spectuses,” which notes that stock
phrases or “boiler plate” relating to sub-
jects such as the company's chances of
success or competition often do not pro-
vide meaningful disclosure. Such state-
ments, therefore, should usually be ac-
companied by a brief explanation of the
basis for the statement and the effect
such conditions may have on the business
of the registrant. As proposed In Release
33-5279, this paragraph also related to
certain statements with respect to the
status of material litigation. The Com-
mission has determined to delete such
reference since it might require disclo-
sure of litigation strategy and defenses.
Fourth, another new paragraph has
been added to Guide 5 to require dis-
closure in preliminary prospectuses actu-
ally circulated of the estimated maxi-
mum offering price and number of shares
or other units to be offered or, with re-
spect to debt securities, the estimated
principal amount to be offered for first
time public offerings, with appropriate
caveats as to the reliabflity of such esti-
mates. The estimated maximum offering
price may be higher or lower than the
estimated maximum offering price re-
quired to be stated for purposes of deter-
mining the filing fee pursuant to Section
6 of the Securities Act of 1933. The esti-
mate required by Guide 5 may be in-
cluded initially in & preliminary pro-
spectus filed as an amendment after the
initial filing of the registration state-~
ment and factors affecting the estimate
may have changed between the date of
filing and that date* This amendment

® Securities Act Release No. 5275 (July 286,
1972) {37 PR 16011] contains an extensive
discussion of the obligations of underwriters
to make such investigations.

¢ The Commission's authority to accelerate
the effective date of a registration statement
pursuant to section 8(a) of the Act requires
the Commission to have “due regard to the
adequacy of the Information respecting tho
issuer theretofore avallable to the public
* * * " The Commission has indicsted that,
as A condition of acceleration of a registra-
tion statement of an issuer not subject to
section 13(a) or 15(d) of the Exchange Act,
prospectuses should be furnished to persons
to whom an underwriter expects to confirm
sales at least 48 hours in advance of malling
of confirmations, See¢ Securities Act Release
No. 4968 (April 24, 1068) [84 FR 72356] and
Rule 400 [17 CFR 230.460] under the Act.
The Special Study of Securities Marketa in
Part 1 of its Report at page 548 observed that
the requirement of distributing prospectuses
to ench customer to whom underwriters ex-
pect to confirm “has the desirabie effect of
Insuring dissemination to investors of infor-
mation in the statutory prospectus prior
to the effective date and prior to the time
that Investors are comunitted to their pur-
chases.” Reference also is made to Rule 457
(a) [17 CFR 230457(n) | under the Securities
Act which requires that the computation of
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to Gulde 5 results from information ob-
tained in the Commission’s Hot Issue In-
vestigation, which indicated both the
necessity for and feasibility of having
pricing information disclosed In prelimi-
nary prospectuses circulated in connec-
tion with public offerings of securities
by issuers that are not subject to the
reporting provisions of sections 13(a)
and 15(d) of the Securities Exchange Act
of 1934 (Exchange Act).

Fifth, the Commission calls to the at-
tention of registrants and those persons
who assist them in preparing registration
statements that the registration forms in
general use for first time registrants re-
quire disclosure of the method by which
the price of the offering is to be deter-
mined.* Prospectuses often contain the
statement that “the initial public offering
price has been arbitrarily determined by
the company” or that “such price has
been established by negotiations between
the underwriter and the registrant.” An
additional paragraph has been added to
Guide 5 requiring that such bare bones
statements be amplified by disclosure of
factors that were considered in estab-
lishing the offering price and also requir-
ing an estimate of the value placed on
outstanding securities of the registrant
as a result of the estimated offering price.
The Commission also has observed that
the pricing of securities to be offered by
new ventures often results in an aggre-
gate value being placed on the outstand-
ing shares of the issuer which bears little
or no relationship to the issuer's assets,
earnings or other criteria of value. There-
fore, a paragraph has been added to
Guide 5 to require disclosure, if true, that
such aggregate value has no relationship
to such criteria.

The amendments adopted today are
similar in substance to those proposed in
Release 5279. However, they have been
revised in various respects in light of
comments received from the public. Two
revisions especially should be noted: first,
the requirement that the summary con-
tain a description of the issuer’'s business
plans has been revised to apply only to
those issuers required to disclose such
plans in filings on Form S-1 or 8-2 (See
Securities Act Release 5305, issued today)
(38 F.R. 17202] and second, summariza~
tion of material risks In the summary
statement will not be required where a
company includes an introductory state-
ment containing such information pur-
suant to Guide 6 of the Guides.

Commission action. Pursuant to au-
thority set forth In sections 6, 7, 10 and
19(a) of the Securities Act of 1933, the
Commission hereby adopts Guide 59 and
amends Guides 5 and 16 of section 231
of Chapter IT of Title 17 of the Code of

the filing fea be based on a “bona fide esti-
mate of the maximum offering price.” For
purposes of Rule 457(n) and the amendment
to Guide 5§, 1t should be noted that although
the two estimates might not be the same, the
ostimates used In both instances must be
bona fide,

sForm S-1 [17 CFR 230.11], Item 1, Dis-
tribution Spread, Instruction 2; and Form
S-2 [17 CFR 239.12], Item 1, Distribution
Spread, Instruction 2.
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I. Guide 50, Summary of disclosure in ty,

tus.
Immediately following the cover page o
the prospectus contained In registrutio
statements on Form S-1 or 8-2, thers shy)
be set forth a short summary of the conteny
of the prospectus highlighting the salien
features of the offering with appropriats
cross reference to more detalled discusaiong
elsewhere in the prospectus. It should tnclude
ftems such as:

8. A brief description of the registrant,
business;

b. If the registrant has not previously filed
s registration statoment under the Securites
Act or under the Securities Exchange Act of
1034 and has not recelved revenues from
operations for each of the three flscal yean
immediately prior to the filing of the regis.
tration statement, a brief description of the
information relating to registrant's plan of

tion required by Instruction O to Item
f{n) of Form S-1 or Instruction 8 to Item
4(a) of Form S-2;

©. A brief statement of the use of the pro-
ceeds of the offering;

d. Where the registrant is not required %
provide an introductory statement pursuant
to Guide 6, a brief statement of any material
risks connected with the offering such aa the
registrant’s inabllity to obtaln necessary ad-
ditional financing or the possibility that {1
products may not be marketed successfully,
If the registrant is required to provide sn
introductory statement pursuant to Guide §,
the summary should inciude s cross refes.
ence to such statement; and

e, Summary financial information In reg-
istration statements on Form S-1, including
& concise statement of any qualifications in
the auditor's opinton. This should be pre-
sented in substantially the followling form
{(where necessary to Indicate a material sd-
verse trend, corresponding Informatin
should also be provided for the previous year
ar years). Registrant should be prepared fo
update the summary financéal information.

FreavcisL IsvonMamioN (8xe PP.  Axp )

Year Quarter ended

19 ) 4 4

INCOME STATEMENT
Net Sales and O
wes  and  other
- Remxun......;j...... $ $ L
"m.-......'.? ......... 3 s $
Not fneame. - ...oomnsinnaes 3 < s
BALAN’(‘.)B SHEET (st end
orking Copltal. _......... s $ s
u{". .............. $ 5 b

ment charges and excess
of cost of nssols sequired

over book value,......... $ $ !
Total indebtodness. .. oeeeeen $ $ :
Shareholders” equity. ooocennnann s $ )
PER BHAR
per commnan share
before extroordinay
TR SR I R $ s
Extrsordinary Tteras ... s s '
Net moome

equisalents, if applicable).. $
Net Income per share on
Tully dlluted bsis. . ..... § s §

* Arerage number of shares of common stock otstaodcg
Ml‘ asch riod was —— {n% ‘d’“’u.d S0 given [N
w0 stock dividends or stock splits).

1I. Guide 16. Underwriters’ experience
and due diligence inquiry.




Guide No. 16 is amended by adding
thereto, the following paragraph:
» - - - »

Where & new or speculative lssue of seouri-
ties 15 being registered, the Division may re-
quest the underwriter of the issue to explain
supplementally the steps taken to verify the
disclosure In the prospectus and the Division
will take Into consideration such information
in determining what action is to be taken in
processing the registration statement, In-
cluding whether additional disclosure is re-
quired.

III. Guide 5. Preparation of prospec-
tuses.

Guide No. 5 is amended by adding
thereto, the following paragraphs:

Stock phrases such as “There can be no
sisurance that the registrant will succeed in
developing & commercial market for its prod-
uct” or “A substantial number of companies
that are engaged In the same business as the
registrant have greater financial resources,
experience and are better known to the pub-
lic than registrant” or “In the opinlon of
management the unfavorable determination
of any pending litigation would have no ma«
terial effect on the business or financinl con-
dition of the company,” may not provide
meaningful disclosure unless accompanied
by & brief explanation of the basis for such
statements or the effect such conditions may
bave on the business of the registrant,

In addition, for registrunts not subject to
the reporting provisions of sections 13(a) or
15(d) of the Securities Exchange Act of 1034,
a5 amended, Immedintely prior to the flling
of the registration statoment, the disclosure
on the cover page of a preliminary prospectus
that s circulated should include a bona fide
estimate of the range of the maximum of-
fering price and maximum number of shares
or other units of securities to be offered, or
& bona fide estimate of the principal amount
of debt securities to be offered.

Such statements as “The initial public
offering price has been determined through
negotiations between the underwriter and
the comppany,” do not provide meaningful
disclosure. Accordingly, such “bare bones"
disclosure should be amplified by disclosing
ihe various factors that were considered in
determining the price for the securities to be
offered. There also should be Included, with
appropriate cross reference to disclosure
clsewhore in the prospectus, & statement
of the value piaced on the outstanding se-
curities of the reglstrant ms a result of
Fuch estimated price with appropriate ca-
Veals as to the rellability of such estimates.
Such disclosure also should Include, if true,
roference to the fact that such value may
bear no relationship to the assets, earnings
or other criteria of value applicable to the
reglstrant,

The foregoing ameéndments will be ef-
fective on August 1, 1973 and will apply
to registration statements filed on or af-
ter that date, but not to registration
statements filed before that date.

(Secs. 6, 17, 10, 19(n), 48 Stat. 78, 81, 85, Secs.
205, 200, 48 Stat, 906, 908, Sec. 8, 68 Stat. 685,
8ec. 1, 70 Stat. 1051, 15 US.C. T, 778, 77,
Tia(n))

By the Commission.

[SEAL] Sumrey E. HoLuls,
Recording Secretary.
June 1, 1973.

[FR D0c.73-13100 Piled 6-28-73;8:45 am|
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[Relenses 33-5308, 34-10181, TA-377]

PART 231—INTERPRETATIVE RELEASES
RELATING TO THE SECURITIES ACT OF
1933 AND GENERAL RULES AND REGU-
LATIONS THEREUNDER

PART 241—INTERPRETATIVE RELEASES
RELATING TO THE SECURITIES EX-
CHANGE ACT OF 1934 AND GENERAL
RULES AND REGULATIONS THERE-
UNDER

PART 276—INTERPRETATIVE RELEASES
RELATING TO THE INVESTMENT AD-
VISERS ACT OF 1940 AND GENERAL
RULEES AND REGULATIONS THERE-
UNDER

Obligations of Underwriters With Respect
to Discretionary Accounts

In conjunction with amendments an-
nounced today by the Commission to
require, inter alin, more meaningful dis-
closure with respect to certain new ven-
tures, the Commission is issuing this
release to remind underwriters of the
general obligations under the federal
securities laws In connection with
fccounts of their customers over which
they exercise investment diseretion. The
purpose of this release is to focus atten~
tion on the activities of underwriters of
new issues. As a result of testimony ad-
duced during the Commission’s public
investigation In the Matter of Hot Issues
Securities Markets, and the Commis-
slon’s study of the securities markets
conducted in 1963, it appears that under-
writers of new issues on occasion place
such issues in the accounts of their
customers over which these underwriters
exercise investment discretion.

All brokers and dealers in securities
assume certain obligations to their cus-
tomers by virtue of the antifraud pro-
visions of the federal securities laws,'
and otherwise. These obligations depend
in part, on the relationship between the
broker-dealer and depend, in part, on the
relationship between the broker-dealer
and the customers involved. While dis-
cretionary accounts serve an important
and needed function for small, as well as
large, investors, brokers and dealers ex-
ercising investment discretion for their
clients are flduciaries* with the highest

i8ee0 Securities Act Release No,
(June 1, 1973).

1 Becurlties and Exchange Commission Flle
No, 4-148. -

*1 Securities and Exchange Commission,
Report of Bpecial Study of Securities Markets,
H.R, Doc. No. 85, 88th Cong., 15t Sess, 522-528,
554-55656 (1863).

{See Sections 15(e) (1) and 10(b) of the
Securitios Exchange Aot of 1934, 15 US.0O.
T8o(c) (1) and 78j(b), as well as Rules
16¢1-2, 16¢1-6, 15¢1-7 and 10b-5 promulgated
therounder, 17 CFR 240.15c1-2, 240.1501-8,
240.15c1-7 and 240,10b-5, Section 17(a) of the
Securities Act of 1833, 15 US.C. 77q(n), and
Seotlon 206(3) of the Investment Advisers
Act of 1940, 15 US.C. B0b-8(83).

*8ee o5, G. Alex Hope, 7T SEC. 1082, 1083
(1940): Norrls & Hirshberg, Inc. v, Securities
and Exchange Commlission, 177 F. 2d 228
(CADC., 1948). See also, Hughes v. Securl-
ties and Exchange Commission, 174 P. 2d 969
(C.ADC., 1049),
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obligation to deal fairly with these dis-
cretionary accounts.* Among the obliga-
tions imposed upon such fiduciaries is
the requirement that they disclose any
conflicts of interest they may have when
effecting transactions for their discre-
tionary accounts. The Commission and
the courts have made clear that a poten-
tion conflict of interest arises where any
broker or dealer having a self-interest
with respect to a particular transaction
or security alszo offers Investment advice
or exercises investment discretion with
respect to that transaction or security.’

An underwriter of any offering has a
self-interest in the success of that offer-
ing and in disposing of his commitment.
The placement of a portion of that of-
fering in discretionary accounts thus
raises such a potential conflict of inter-
est. It is a violation of the antifraud
provisions of the federal securities laws
if such an underwriter fails to make full
and effective disclosure of this conflict
to the customers involved. Full and effec-
tive disclosure, where the underwriter
acts as a principal, generally will require
disclosure to and the consent of its
clients

not only that [the undcrwrit'cr] proposes to
deal with them for [its] own mecount but
also of all other facts which may be material
to the formulation of an independent opinion
by the client as to the advisability of enter-
ing into the transaction *

By the Commission.
[sear)

Samiey E. HoLuis,
Recording Secretary.

Jose 1, 1993,
[FR Doo.73-13111 Filed 6-28-73;8:45 am]

*See, eg., Arleen W. Hughes, 27 SEC, 629,
630 (1048), affirmed, Hughes v. Securities and
Exchange Commission, 174 ¥. 24 969
(C.ADC, 1849). Of course, any broker or
dealer, whether dealing with discretionary or
other scoounts and whether or not dealing
as principal with such accounts, represents
that his customer “will bo dealt with fairly,
and In accordance with the standards of the
profession.” Duker & Duker, 6 S E.C. 385, 388
(1938). Accord, Hanly v, Securities and Ex-
change Commission, 415 ¥, 2d 589 (C.A. 2,
1669): Charles Hughes & Co. v. Securities
and Exchange Commission, 139 ¥. 2d 434
(C.A, 2, 1043), certiorari dented, 321 U.S. 786
(1944): G. Alex Hope, 7 S.EC, 1082 (1040);
Allender Co,, Inc., 9 SE.C. 1043 (1941): Jack
Goldberg, 10 5.E.C. 975 (1042): Willlam J,
Stelmack Corp., 11 S8.E.C. 601 (1942): J. Lo-
gan & Co, 41 S EC. 88 (1962),

T See o.g., Mason, Moran & Co., 35 S.E.C. 84,
80-80 (1953); Walter S. Grubbs, 28 S E.C. 322
(1948) ; Norris & Hirshberg, Inc,, 21 S.EC, 865
(1946), afMirmed, Norris & Hirahberg, Inc, v,
Securities and Exchange Commission, 177 F,
2d 228 (C.AD.C, 1949): Allender Co., Inc., 9
SEC. 1043 (1941); Amliated Ute Citizens of
Utah v. United States, 406 US. 128 (1972);
Chmsins v. Smith, Barney & Co., Inco., 438 F.
2d 1187 (C.A. 2, 1070),

*Arleen W. Hughes, 27 SEC. 629, 637
(1948), affirmed, Hughes v, Securities and Ex-
change Commission, 174 P. 2d 960 (C.AD.C.,
1040) . See also, section 206(3) of tho Invest-
ment Advisers Act,

FEDERAL REGISTER, VOL. 38, NO. 125-—FRIDAY, JUNE 29, 1973

No. 125—Pt. I—5




17202

[Release Nos. 33-5305, 34-10180]

PART 239—FORMS PRESCRIBED UNDER
THE SECURITIES ACT OF 1933

PART 240—GENERAL RULES AND REGU-
LATIONsi. SECURITIES EXCHANGE ACT
OF 19

PART 249—FORMS, SECURITIES
EXCHANGE ACT OF 1934

New Ventures; Meaningful Disclosure

Notice of adoption of amendments to
registration Forms S-1 (17 CFR 239.11)
and S-2 (17 CFR 239.12) under the Se-
curities Act of 1933 and to Forms 10 (17
CFR 240210) 10-K (17 CFR 249.310)
and 10-Q (17 CFR 249.308a) and rules
13a-13 (17 CFR 249.13a-13) and 15d-13
(17 CFR 249.15d-13) under the Securi-
ties Exchange Act of 1934: to require
more meaningful disclosure with respect
to all registrants; and to require more
meaningful disclosure with respect to
certain new ventures; to further conform
the disclosure provisions of those Acts
as they apply to all registrants and of
other proposals.

The Securities and Exchange Com-
mission (Commission) has adopted
amendments to certain of its registra-
tion and reporting forms to require,
among other things, more meaningful
disclosure relating to all registrants, In-
cluding information concerning the
status of the development of new prod-
ucts and general competitive conditions,
the position of the issuer in the industry
in which it operates, and, in the case
only of certain registrants offering se-
curities to the public for the first time,
a description of thelr plans of operation.
The Commission believes that disclosure
of such plans relating to new ventures is
particularly necessary, since, generally
there Is an absence of historical infor-
mation available to the public concerning
such ventures in the form of reports
filed with the Commission or published
by financial services. In addition, invest-
ing in this type of venture may involve
a greater risk of loss. Also, the Commis~
sion by adopting certain of these amend-
ments has further conformed the dis-
closure requirements of the Securities
Act of 1933 (Act) and the Securlties
Exchange Act of 1934 (Exchange Act)
as they apply to all registrants by elimi-
nating differences in the disclosure re-
quirements among Forms 8-1' [17 CFR
239.11) and 8-2° (17 CFR 238.12] under
the Act and 10° [17 CFR 249.210] and
10-K* [17 CFR 249,310] under the Ex-
change Act. The Commission also has
adopted certain amendments to Rules
138~-13 [17 CFR 240.132~13] and 15d-13
[17 CFR 240.15d-13] and Form 10-Q°*

1 General form for registration of securities
under the Act for which no other form is
authorized or prescribed, :

2 Porm for registration of securities under
the Act of commercial and industrial com-
panies in the development stage.

* General form for reglstration of securi-
ties pursusant to section 12 of the Exchange
Act,

¢ General form for annual reports pursuant
to section 13(a) of the Exchange Act.

s General form for quarterly reports pur-
suant to section 13a of the Exchange Act,
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[17 CFR 249.308a) under the Exchange
Act to delete the exemption for regis-
trants in the promotional or development
stage (other than mining companies)
from filing quarterly reports on Form
10-Q and to amend that form to require
such registrants to file certain financial

. statements.

These amendments to Forms 8-1, 8-2,
10, 10-K and 10-Q were proposed in
Securities Act Release 5276 on July 26,
1972 137 F.R. 16016]) and in Exchange Act
Release 9673 (37 FR 16023] on that date.
For the convenience of registrants and
those advising them a chart indicating
the types of registrants to which the
amendments apply is attached to this
release. 8

Certain of these amendments are
designed to result in disclosure of more
meaningful Information concerning all
registrants and to communicate more
effectively to the investing public the
economic realities concerning new regis-
trants, It should be noted that the pro-
posed amendments to Form 10-K would
only have required a description of mate-
rial changes in the registrant's business
that occurred in the last fiscal year. The
description of business item in Form
10-K, as adopted, requires a brief de-
scription of the registrant’s business,
which is an existing requirement, and
material changes in such business that
occurred during the flseal year. The
Commission believes that retaining the
requirement for a brief description of
business will make reports on Form 10-K
understandable without the need to refer
to other forms or reports.

The amendments to 1933 Act registra-
tion forms and 1934 Act registration and
reporting forms will require, as part of
the description of all registrants’ busi-
nesseg, in addition to the required
description of the business done and
intended to be done and without
limiting that requirement, specific
disclosure in cases where the reg-
istrant proposes to enter or where
it has recently entered a new line of
business or introduced a new product
involving the investment of a material
amount of its assets. The amendments
are not designed to require premature
disclosure of confidential business in-
formation * or other information not pre-
viously publicly announced or otherwise
made public which would result in sig-
nificant competitive disadvantages to
the issuer without corresponding bene-
fits for Investors. The Commission has
determined not to adopt its proposal to
require disclosure with respect to market
studies, since, at this time, there are un-
resolved questions about the reliability
of market studies generally. Moreover,
the substance of the disclosure sought
will be obfained by other requirements
relating to product development and
competition. Disclosure will be required

*In this connection, Rules 171 [17 CFR
230.171) (Disclosure Detrimental to the Na-
tional Defense or Forelgn Polioy) and 4856
[17 CFR 230485] (Contracts in General
under the Securities Act presently limit the
disclosure of certain information,

where the absence of any such study is
material. Also such studies will continue
to be required to be furnished supple-
mentally, but not as a part of the regis-
tration statement or report. The staff
will then be able to review such studies
and suggest additional disclosure {f
appropriate.

With respect to disclosure of competi-
tive conditions in the industry all regis-
trants will be required to disclose, where
avallable, more meaningful information
concerning the methods of competition in
the industry (e.g., price, service, war-
ranty or product performance) . This type
of information is generally obtained by
venture capitalists and underwriters in
considering their investment decisions.
The amendments require such informa-
tion to be made available to the invest-
ing public. This disclosure requirement
has been revised in light of comments to
better define the circumstances uynder
which such information Is required to be
disclosed. A registrant will not be re-
quired to disclose information concern-
ing other companies in an industry if the
registrant cannot obtain such informa-
tion without unreasonable effort or ex-
pense or if such Information is peculiariy
within the knowledge of a person not af-
filiated with the registrant.

Where a company is filling for the first
time on Form S-1, S-2 or Form 10, and
such company (including predecessors)
has not received revenues from opera-
tions for each of the three fiscal years
immediately prior to the filing of the
registration statement, the registrant's
plan of operation for the remainder of
the fiscal year or, if the registration state-
ment is filed in the second half of the
fiscal vear, the registrant’s plan through
the first half of the next year, will be
required to be described. This description
will include a narrative statement indi-
cating the registrant’s opinion as to the
period of time that the proceeds of ihe
offering will satisfy its cash requirements
and whether in the next six months the
registrant will have to raise additional
funds to meet the expenditures required
for operating its business. The basis for
such opinion will be required to be stated,
In addition, where such narrative is based
on a cash budget, such budget will be
required to be furnished to the Commis-
sion as supplemental information, but
not as a part of the registration state-
ment.,

The Commission has determined not to
adopt at this time, but is not withdraw-
ing, the proposal to require certain reg-
istrants to disclose in the registration
statement cash budgets, if available. This
proposal will be reconsidered in light of
Securities Act Release 5362 (February 2,
1073) 138 FR 72201 announcing the Com-
mission’s determinations with respect to
the filing of projection information and
subsequent implementing releases, as well
as experience in administering the new
disclosure requirements. The Commis-
sion believes at present that registrants
with limited track records may not have
the experience, expertise or resources to
prepare reliable cash budgets, particu-
larly since such budgets are based, in
part, on projection of sales or revenues,
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and that the lability exposure resulting
from use of unreliable budget informa-
tion might restrict the raising of capital
by such registrants. As it indicated in
Release 33-5362, the Commission is con-
sidering proposing for comment a rule
which would provide that where a projec-
tion has a reasonable basis and is care-
fully reviewed, liability under the federal
securities laws would not result solely
from the fact that actual results turn out
to be different from projected resuits,
The Commission’s final determination
with respect to such a rule would also
affect its reconsideration of the proposal
relating to cash budgets.

In light of the above, the Commission
also determined not to adopt at this time,
but is not withdrawing, the proposed
amendments to Forms 10-Q and 10-K
relating to updating of cash budgets for
a period of two years.

In addition, since disclosure relating
to the performance and background of
management of the issuer is material to
investment decisions, the Commission
had adopted additional disclosure re-
quirements in this area which apply to
all registrants. The 10-year litigation
history requirement pertaining to di-
rectors now contained in Form 10 and
10-K has been added to the correspond-
ing items In Form S-1 and S-2 and
broadened to cover executive officers in
all those forms. The disclosure required
concerning officers and directors will be
standardized In the foregoing forms and
additional explanation will be required
as to the nature of the responsibilities of
these individuals in prior positions. In
addition, registrants which are not sub-
ject to the reporting provisions of the
Exchange Act will be required to dis-
close in Forms 10, S-1 and S-2 the ex-
perience of certain key persons such ns
research sclentists and production and
sales managers, who, although not ex-
ecutive officers, are expected to make
significant contributions to the business
of the registrant. The proposed require-
ment for disclosure of salaries of officers
and directors during previous employ~
ment has not been adopted, since public
comments indicated that it would not
provide meaningful Information to in-
vestors and that it would result in per-
sonnel problems.

Further, in order to provide material
information to Investors concerning
certain practices which may affect after-
market trading in securities that are
being offered, the items in Forms S-1
and S-2 relating to the plan for the
distribution of the securities to be reg-
Istered by companies not subject to the
periodic reporting provisions of sections
13(a) and 15(d) of the Exchange Act,
have been amended to require disclosure
of the principal underwriters' inten-
tions to confirm sales to their discretion-
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ary asccounts.” In addition to the dis-
closure required in the registration state-
ment, the Commission, as discussed in
Securities Act Release No. 5398 [38 F.R.
172011, issued today, cautions under-

the consent of its clients.

All first time registrants will also be
required to undertake on Form S-1 or
8-2 to provide to underwriters certifi-
cates for the securities to be offered in
such a manner as to permit prompt de-
livery by underwriters to purchasers. The
obligation to deliver such securities re-
mains that of the underwriter. The
underwriter will be required to indicate
in connection with a request for acceler-
ation that the issuer has been requested
to provide certificates to the underwriter
to permit prompt delivery to purchasers.
Although this requirement for notifica-
tion was not proposed for comment, the
Commission finds it is not a substantive
disclosure requirement and that it merely
relates to advice which should be given
to the Commission for its information to
assist in administering the securities
laws and publication for comment is not
required pursuant to the Administrative
Procedures Act.

Current financial information with re-
spect to companies in the promotional or
development stage is of material impor-
tance. Consequently, Rules 13a-13 and
15d-13 under the Exchange Act have
been amended to delete that part of sub-
paragraph (b) (5) of each rule which
presently exempts such companies from
filing quarterly reports on Form 10-Q.
The exemption for certain mining com-

panies in the promotional or develop-
ment stage remains. Form 10-Q has

T Testimony during the Commission’s
Public Investigation in the Matter of the
Hot Issues Securities Markets (File No.
4-148) Indicates that underwriters of securi-
ties of new ventures may confirm sales of
& material portion of the securitiea offered
to their discretionary accounts. The Spe-
clal Study of Securitles Markets noted
that underwriters restricted the supply of
new issues by, among other methods, al-
lotting securities to discretionary accounts
Report of Special Study of Securitiea
Markets of the Securities and Exchange
Commission, Part I at 5565 (1063), More
recently, o study of hot lssues prepared for
the Attorney General of the State of New
York pointed out that the purchase of new
issues for discretlonary accounts gave the
underwriter o large degree of effective trad-
ing control and recommended *“that con-
sideration should be given to prohibitions
or limitations on the sale of new issue se-
curities to discrotionary sccounts controiled
by the underwriter In & manner that could
easily result In the manipulation of the
market for the new Issue.” A Report to the
Attorney Goneral of the State of New York
at 0, 37-38 (1960).
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been amended to require that companies
in the promotional or development stage
submit the financial statements required
by Rules 5A-02 (17 CFR 210.5a-02] and
5A-06 [17 CFR 210.5a-06) of Regulation
S-X [17 CFR 210.1-01 et seq.] in leu of
those called for by Parts A and B of the
form. As originally proposed for com-
ment, those financial statements would
have also included those required by
Rules 5A-03, [17 CFR 210.5a-03]1 5A-04
[17 CFR 210.5a-04] and 5A-05 [17 CFR
210.58-05] of Regulation S-X. Such fi-
nancial statements will not be required
by the amendment as adopted, because
the Commission believes that they would
not provide benefity to investors com-
mensurate with the burdens which would
be imposed on registrants in preparing
such statements.

Commission action. Pursuant to au-
thority set forth in sections 6, 7, 10 and
197a) of the Securities Act of 1033, as
amended, the Securities and Exchange
Commission hereby amends §§ 239.11 and
239.12 of Chapter II of Title 17 of the
Code of Federal Regulations all as set
forth below: I. §239.11 [Form S-1]—
Items 2, 9, 16 and 17 of § 239.11 of Chap-
ter II of Title 17 of the Code of Federal
Regulations would be amended as fol-
lows:

Item 2. Plan of distridbution,

The following new paragraph (d) Is
added to item 2:

(d) If the registrant was not, immediately
prior to the filing of the registration state-
ment, subject to the requirements of Section
13(s) or 15(d) of the Seccurities Exchange
Act of 1034, identify any principal under-
writer that intends to confirm sales to any
accounts over which it exercises discrets
authority and Include an estimate of the
amount of securities so intended to be con-
firmed.

Instruction. The response to this item
shall be contained in n pre-cffective amend-
ment which wiil be circulated If the Infor-
mation is not available when the registra-
tion statement is flled.

Item 9. Description of duasiness,

(8} Describe the business done and in-
tended to be done by the registrant and its
subsidiaries and the general development of
such business during the past five years, or
such shorter period as the registeant may
have been in business. The descrip-
tion shall include Information as to matters
such as the following:

(1) Competitive conditions in the Industry
or Industries Involved and the competitive
position of the registrant, if known or reason-
ably available to the registrant, If several
products or services are involved, soparate
consideration shail be given to the principal
products or services or classes of products or
services. (Formerly Item 9(e).)

(2) If » material part of the business is
dependent upon a single customer or n fow
customers, the loss of any one or more of
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whom would have n materially ndverse effect
on the business of the registrant, the name of
the customer or customers, their relation-
ship, if any, to the registrant and material
facts regarding thelr importance to the busi-
ness of the registrant. (Formerly Item 8(c).)

(3) The principal products produced and
services rendered by the registrant, the prin-
cipal markets for, and methods of distribu-
tion of, such products and services, including
any significant changes in the kinds of prod-
ucts produced or services rendered, or in the
markets or methods of distribution, during
the past three fiscal years,

(4) To the extent that information con-
cerning backlog {3 material to an under-
standing of the business of tho registrant,
the dollar amount of backlog orders believed
to be firm, as of a recent date and ns of a
comparable date in the proceding fiscal year,
together with san indication of the partion
thereof not reasonably expected to be filled
within the current fiscal year, and seasonal
or other material aspects of the backlog.

(6) The sources and availability of raw
miuterials essential to the business,

(6) The importance to the business and
the duration and effect of, all material
patents, trade marks, licenses, franchises and
concesstons held.

(7) (a) The estimated dollar amount spent
during each of the last two fiscal years on
material research activities relating to the
development of new products or services or
the improvement of existing products or serv-
fces, indicating those activities which were
company-sponsored and/or those which were
customer-sponsored.

(b) In sddition to the description of the
pusiness done and intended to be done re-
quired by paragraph 9(a) and without lmit-
Ing that requirement, if there has been &
public announcement of, or if information
otherwise has become public about, & new
product or line of business requiring the in-
vestment of a material amount of total assets,
a description of the status of such product or
line (eg., wheher in the planning state,
whether prototypes exist, the degree to which
product design has progressed or whether
further englneering is necessary).

(¢) Where material, state the spproximate
number of employees engaged fulltime In
each of the aotivities described in (a) above
during each fiscal year and In (b) above.

Nore: Item 0(a)(7)(b) requires a descrip-
tion of the status of product development in
addition to the description of the business
done and intended to be done required by
paragraph 9(a). Item 9(a) (7) (b) 1s not in-
tended to require disclosure of otherwise
non-public corporate information the dis-
olosure of which would sdversely affect the
registrant’s competitive position. Pamgraph
(a) requires disclosure of financial informa-
tion relating to research and development
notivities. Subparagraph (b) 1s intended to
eliclt additional specific information only
where there has been a public announcement
or where Information has otherwise become
public concerning a new product or line of
business requiring the investment of & mate-
rial amount of total nssets.

(8) The number of persons employed by
the registrant,

(9) The oxtent to which the business of
tho registrant or a material portion thereof
is or may be seasonal,

Instruotions. 1. If the registrant proposes
to enter, or has recently entered or intro-
duced & now line of business or product re-
quiring the investment of a material amount
of its total assets, provide as supplemental in«
formation at the time of filing of the registra-
tion statement, but not as a part thereof, a
copy of any studies conducted or performed
by or for the registrant relating to such busl-
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ness or product as required by Gulide 42 of
the Guides for the tion and Filing
of Registration Statements [33 F.R. 18617],
and a statoment as to the actual or

use of such study. If any such study s not
avallable at the time of filing, it should be
provided as soon thereafter as practicable.
Where material, disclosure in the registra-
tion statement of the absence of such a study
15 required.

2. The prineclpal methods of competition
(e.g., price, seryice, warranty or product per-
formance) should be identified and positive
and negative factors pertaining to the vom-
petitive position of the registrant, to the
extent that they exist, should be explained
if known or reasonably avallable to the reg-
tstrant. An estimate of the number of coms-
petitors should be included, and, where ma-
terial, the particular markets in which the
registrant competes should be identified.
Where one or a small number of competitors
are dominant, they should be identified,

3. Where material to understanding the
registrant’s business, the registrant's and in-
dustry practices and conditions as they relate
to working capital items should be explained
{e.g.. where the registrant’s business is highly
sensonal; where the registrant is required
to carry significant amounts of inventory to
meet ropid dellvery requirements of cus-
tomers or to assure itself of a continuous
allotment of goods from suppliers; or where
the registrant has provided extended pay-
ment terms to customers).

4. The description shall not relate to the
powers and objects specified in the charter,
but to the sctual business done and Intended
to be done. Include the business of subsidi-
aries and affiliates of the registrant insofar
as is to understand the character
and development of the business conducted
by the total enterprise. (Formerly Instruc-
tion 1 to Item 8(a).)

5. Disclosure relating to environmental
matters—No Change.

6. In describing developments, informa-
tion shall be given as to matters such as the
following: the nature and resuits of any
bankruptey, receivership or similar proceed-
ings with respect to the trant or any
of its significant subsidiaries; the nature and
results of any other material reorganization,
readjustment or succession of the registrant
or any of its significant subsidiaries; the ac-
quisition or disposition of any material
amount of assets otherwise than in the ordi-
nary course of business; and any material

in the mode of conducting the busi-
pess, (Formerly Instruction 2 to Item 8(a).)

7. The business of a predecessor or pred-
ecessors shall be deemed to be thie business
of the registrant for the purpose of this ftem.
(Formerly Instruction 3 to Item 8(a).)

8. Appropriaste disclosure shall be made
with respect to any material portion of the
business which may be subjeot to renegotia-
tion of profits or termination of contracts or
subcontracts at the electlon of the Govern-
ment, (Formerly Instruction 4 to Item 9(n).)

Nore: The following instruction (9) ap-
plies only to registrants filing a registration
statement under the Securities Act for the
first time, who (including predecessors) have
not recelved revenues from operations for
each of the three fiscal years immedintely
prior to the fillng of the registration state-
ment, No response is required if similar in-
formation has previously been filed for a
prior period in a registration statement on
Form 10 (17 CFR 249.210] effective under the
Securities Exchange Act of 1934,

9. Describe, if formuisted, the registrant's
plan of operation for the remainder of the
fiscal year, If the registration statement is
filed prior to the end of the registrant’s
second fiscal quarter, Describe, If formulated,

the registrant’s plan of operation for the
remainder of the fiscal yoar and for the
first sixth months of the next flseal year, if
the registration statement is flled subsequent
to the end of the second fiscal quarter, If
suoch Information is not avallable, the ressons
for its not belng avallable should be stated.
Disclosure relsting to any plan should In-
clude such matters as: -

(a) A statement in narrative form ind!-
cating the registrant’s opinlon as to the
period of time that the proceeds from the
offering will satisfy cash requirements and
whether in the next six months it will be
necessary to raise additional funds to meet
the expenditures required for operating the
business of the registrant. The basis for such
opinion shall be set forth with specificity
and oategories of expenditures and sources
of cash resources shall be Identified. Amounts
of expenditures and cash resources need not
bo provided. In sddition, If the narrative
statement is based on n cash budget, such
budget should be furnished to the Commis-
slon as supplemontal information, but not
s 0 part of the registration statement.

(b) An explanation of material product
research and development to be performed
during the period covered by the plan, in-
cluding, in addition to the description of
*the business done and intended to be done
required by paragraph 9(a) and without
limiting that requirement, where there has
been s publle announcement of or such in-
formation has otherwise become public
about & new product or line of business re-
quiring the investment of a material amount
of total nssets, n description of the status of
such product or line (eg., whether In the
planning stage, whether prototypes exist, the
degree to which product has pro-
gressed or whether further engineering !s

necessary).

(¢) Any anticipated material acquisition
of plant and equipment and the capacity
thereof,

(d) Any anticipated material changes in
number of employees in the various depart-
ments such as research and development,
production, sales or administration,

(e) Other material arens which may be
peculiar to the reglstrant’s business.

(b) Information As to Lines of Business.
(No Change.)

(¢) If the reglstrant and its subsidiaries
engage In material operations In forelgn
countries, or if a material portion of sales or
revenues is derived from customers in foreign
countries, ap te disclosure shall be
made with respect to the importance of thot
part of the business to the registrant and
the risks attendant thereto, Insofar as prac-
ticable, furnish Information with respect to
volume and relative profitability of such
operations. (Formerly Item 8(f).)

(d) The Commission may, upon written
request of the reglstrant, and where con-
slstent with the protection of investors, per-
mit the omission of any of thé luformation
herein required or the furnishing in substi-
tution therefor of appropriate information
of compamble charscter. The Commission
may also require the furnishing of other
information in addition to, or in substitu-
tion for, the Information herein required In
any case where such information is neces-
sary or appropriate for an adequate descrip-
tion of the business done or intended to be
done. (Formerly Item 9(f).)

» . . - .

Item 18, Directors and Ezeoutive Officers,

(s) List the names and ages of all direc-
tors of the registrant and all persons chosen
to become directors; indicate all positions
and offices with the registrant held by each
such person; state his term of office as
director and the period during which he hiss
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sorved as such and briefly describe any ar-
mngement or understanding between him
and any other person pursuant to which he
wis selected ng o director,

Instructions. 1. Do not include arrsnge-
ments or understandings with directors or
officers of the reglstrant acting solely in their
capacities as such.

2. If any person chosen to become a di-
rector has not consented to act as such, so
state, (Formerly Instruction 1 to Item 18.)

(b) List the names and ages of all execu-
tive officers of the registrant and all persons
chosen 10 become executive officers; Indicate
all positions and offices with the registrant
hold by each such person; state his term of
office us officer and the period during which
he has served as such and briefly describe
any arrangement or understanding between
him and any other person pursuant to which
e was selected as an officer,

Instructions. 1. Do not Include arrange-
ments or understandings with directors or
officers of the registrant acting solely in
thelr capacities as such.

2, If any person chosen to become an exect-
tive officer has not consented to act as such,
s0 state. (Formerly Instruction 1 to Item
16.)

3. The term “executive officer” means the
president, secretary, treasurer, any vice presi-
dent in charge of a principal business func-
tion (such as sales, adminlstration or fi-
nance) and any other person who performs
similar policy making functions for the regis-
trant. Where the registrant employs persons
such as production managers, sales man-
Sgers, or research sclentists, who are not ex-
ecutive officers, but who make or are expected
to make, significant contributions to the
business of the registrant, such persons
ghould be identified and their bac
disclosed to the same extent s in the case
of executive officers. Such disclosure need not
be made if the registrant was subject to sec-
tion 13(a) or 15(d) of the Exchange Act, or
Was exempt from section 13(a) by seotion
12(g) (2) (G) of that Act, immediately prior
%o the fillng of the registration statement.

(¢) State the nature of any family rela-
tionship between any direotor or exeoutive
officer and any other director or executive
officer,

Instruction. The term “family relation-
thip” means any relationship by blood, mar-
risge or adoption, not more remote than first
cousin,

(d) Give a brief account of the business
¢xperience during the past 5 years of each
director and each executive officer, including
his princlpal occupations and employment
during that period and the name and prin-
¢lpal business of any corporation or other
organization in which such occupations and
employment were carried on, Where an exoc-
utive officer has been employed by the regis-
frant or @ subsidiary of the registrant for
less years, & brief explanation
should be Included as to the nature of the
responsibilities undertaken by the ‘Individual
In prior positions to provide adequate dis-
clogure of his prior business experience. What
Is required 1s information relating to the
levol of his professional compeétence which
may Include, depending upon the circum-
Stances, such specific Information as the
size of the operation supervised.

(¢) Describe any of the following events
Which ocourred during the past 10 years and
Which are material to an evaluation of the
ability and integrity of any director or exeot~
tive officer of the registrant:

(1) A petition under the Bankruptey Act
OF any state insolvency law was filed by or
Against, or a receiver, flacal agent or similar
oficer was appointed by a court for the busi-
ness or property of, such person, or any part-
hersbip in which he was a general partner
M or within two years before the time of

RULES AND REGULATIONS

such fNling, or any corporation or business
association of which he was an executive
officer at or within two years before the time
of such filling:

(2) Such person was convicted In & crim-
Inal proceeding (excluding traMic violstions
and other minor offenses) or is the subject
of a eriminal proceeding which is presently
pending; or

(3) Such person was the subject of any
order, judgment or decrée of any court of
compotent jurisdiction permanently or tem-
porarily enjoining him from acting as an in-
vestment adviser, underwriter, broker or
dealer in securities, or na an aMliated person,
director or employee of any investment com-
pany, bank, savings and loan association or
Insurance company, or firm engaging in or
continuing any conduct or practice in con-
nection with any such activity or in connec-
tion with the purchase or sale of any secu-
rity, or was tho subject of any order of a
Foderal or state authority barring or sus-
pending, for more than 60 days, the right of
such person to be engaged in any such ac-
tivity which order has not been reversed or
suspended.

Instruction. If any event specified In para-
graph (o) has occurred but information in
regard thereto is omitted on the ground that
it Is not material, the registrant shall fur-
nish, as supplemental Information and not
83 o part of the registration statement, a
description of the event and a statement of
the reasons for the omission of information in
regard thereto.

Item 17. Remuneration of directors and
officers,

Paragraph (a) (1) of this item is revised
as follows:

(.) L

(1) Each director and ench of the three
highest pald officers of the registrant whose
aggregate direct remuneration exceeded $40,-
000, naming each such person.

(2) No change.

- » - . »

UNRDERTAKINGS

The following undertaking D is added
to the undertakings in §239.11 (Form
S-1):

D. The following undertaking should
be included in the registration state-
ment if equity securities are to be offered
and the registrant has not previously
sold securities registered under the Act:

The undersigned registrant horeby un-
dertakes to provide to the underwriter at the
closing specified In the underwriting agree-
ment certificates in such denominations and
registered in such names as required by the
underwriter to permit prompt dellvery to
each purchaser,

Nore: Any request for acceleration should
be accompanied by a representation from the
underwriter that the registrant has been re-
quested to provide sufficlent certificates in
such denominations as to pormit prompt
delivery.

IL §239.12 (Form S-2)—Items 2 and
8 of §239.12 of Chapter IT of Title 17 of
the Code of Federal Regulations would
be amended as follows:

Item 2. Plan of distribution.

The following new subparagraph (d)
15 added to this item.

. - - . -

(d) If the registrant was not, immediately
prior to the filing of the registration state-
ment, subject to the requirements of Section
13(a) or 15(d) of the Securities Exchange
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Act of 1034, identify any pringipal unders
writer that intends to confirm sales to any
accounts over which it exerclses discretionary
suthority and include an estimate of the
amount of securities so Intended to be con-
Ormed.

Instruction. The response to this item shall
be contained in a preeffective amendment
which will be circulated if the Information is
not avillable when the registration state-
mont is flled,

Itom 4. Organization and business.

(1) State the year in which and the name
of the state or other jurisdiction under the
laws of which the registrant wns incorpo-
rated, and describe the business done and in-
tended to be done by the registrant and the
general development of such business during
the period that the registrant has been on-
gaged In business. The description shall in-
clude information as to matters such as the
following:

(1) Competitive conditions {n the Industry
or industries Involved and the competitive
position of the registrant, if known or reason-
Ably available to the registrant. If several
products or services are involved, separate
consideration shall bo given to the principal
products or services or classes of products or
services.

(2) If a material part of the business is de-
pendent upon a single customer or a few
customers, the loss of any one or more of
whom world haye n materially adverse effect
on the business of the registrant, the name
of the customer or customers, thelr relation-
ship, if any, to the registrant and material
facts regarding their importance to the
business of the registrant.

(3) The principal products produced and
services rendered by the registrant, the prin-
cipal markets for, and methods of distribu-
tion of, such products and services, including
any significant changes in the kKinds of prod-
ucts produced or services renderod, or in the
markets or methods of distribution,

(4) To the extent that information con-
cerning backlog is material to an understand-
ing of the business of the registrant, the dol-
lar amount of backlog of orders belleved to
be firm, as of a recent date and as of a com«
parable date In the preceding fiscal year, to-
gether with an iIndieation of the portion
thereof not reasonably expected to be filled
within the current fiscal year, and seasonal or
other material aspects of the backlog.

(8) The sources and avallability of raw ma-
terials essential to the business,

(6) The Importance to the business and
the duration and effect of, all material pat-
ents, trade marks, licenses, franchises and
concessions held.

(7) (8) The estimated dollar amount spent
during each of the last two fiseal years on
material research activities relating to the
development of new products or services or
the Improvement of existing products or
services indicating those netivities which were
company-sponsored and/or those which were
customer-sponsored,

(b) In addition to the description of the
business done and Intended to be done re-
quired by paragraph 4(a) and without limit-
ing that requirement, if there has been @
public announcement of, or if information
otherwise has become public about, a new
product or Une of business requiring the in-
vestment of a material amount of total ns-
sets, a description of the status of such prod-
uct or line (eg., whether In the planning
stage, whether prototypes exist the degree to
which product design has progressed or
whether further ongineering Is necessary),

(¢) Where material, state the Approximate
number of employees engaged fulltime in
each of the activities described in () above
during each fiscal year and in (b) above.
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Nore: Item 4(a) (7) (b) requires s descrip-
tion of the status of product development in
nddition to the description of the business
done and intended to be done required by
paragraph 4(a). Item &(a) (7) (D) s not in-
tended to require disclosure of otherwise
nonpublic corporate information the disclo-
sure of which would ndversely affect the
registrant’s competitive position. Subpara-
graph (a) reguires disclosure of financial
information _relsting to research and
development activities, Subparagraph (b) is
intended to elicit additional specific infor-
mation only where there has been a public
announcement or where information “has
otherwiss become public about & new prod-
uet or line of business requiring investment
of & material amount of total assets,

(8) The number of persons employed by
the regiatrant.

(8) The extent to which the business of
the registrant or n material portion thereof
15 or may be seasonal. (Formerly part of
Item 4(d).)

Instructions. 1. If the registrant proposes
to enter, or has recently entered or intro-
duced n new line of business or product re-
quiring the investment or a material amount
of its total masets, provide as supplemental
information st the time of filing of the reg-
istration ostatement, but not as s part
thereof, & copy of any studies conducted or
performed by or for the registrant relating
to such business or product, required by
Guide 42 of the Guides for the aration
and PFiling of Registration Statements, and
o statement as to the actual or p use

of such study. If any such study is not avall-
able at the time of filing, it should be pro-
vided as soon thereafter as practicable. Whete
material, disclosure in the registration state-
ment of the absence of such a study is
required.

2. The principal methods of competition
(0.g., price, service, warranty, or product per=
formance) should be identified and positive
and negative factors pertaining to the com-
petitive position of the registrant, to the ex-
tent that they exist, should be oxplained, if
know or reasonably available to the regis-
trant. An estimate of the number of com-
petitors should be included, and, where ma-
terial, the markets in which the
registrant competes should be identified.
Where one or & small number of competitors
are dominant, they should be identified.

3. Where material to understanding the
registrant's business, the reglstrant's and
industry practices and conditions as they
relate to working capital items should be
explained (o.g., where the registrant's busi-
ness is highly seasonal; where registrant is
required to carry significant amounts of in-
ventory to meet rapid delivery requirements
of customers or to assure itself of a continu-
ous allotment of goods from suppliers; or
where the registrant has provided extended
payment terms to customers) .

4. The description shall not reiate to the
powers and objects specified In the charter,
but to the actual business done and in-
tended to be done, Include the business of
subsidiaries and afliates of the registrant
insofar 88 is necessary to understand the
character and development of the business
conducted by the total enterprise.

5. In describing developments, informne
tion shall be given as to matters such as
the following: the nature and results of any
bankruptey, recelvership or similar pro-
ceedings with respect to the registrant; the
noquisition or disposition of any material
amount of assets otherwise than in the ordli-
nary course of business; and any material
changes In the mode of conducting the busle
ness,
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6. The business of n predecessor or prede-
cessors shall be deemed to be the business of
the registrant for the purposs of this item.

7. Appropriate disclosure shall be made
with respect to any material portion of the
business which may be subject to renegotia-
tion of profits or termination of contracts
or subcontracts at the election of the
government.,

Nore: The following Instruction (8) ap-
plies only to registrants filing & reglstration
statement under the Securities Act for the
first time, who (including predecessors) have
not recelved revenues from operations for
each of the three fiscal years immediately
prior to the flling of the registration state-
ment, No response is reguired if slmilar in-
formation has previously been filed for s prior
pericd in o registration statoment on Form
10 effective under the Securities Exchange
Act of 1934,

8. Deacribe, if formulated, the registrant's
plan of operation for the remainder of the
flscal year if the reglstration statement is
filed prior to the end of the registrant’s sec-
ond flscal quarter. Describe, if formulated,
the registrant's plan of operation for the
remainder of the fiscal year and for the first
six months of the next fiscal year, If the reg-
istration statement is filed subsequent to
the end of the second fiscal quarter, If such
Information is not avallable, the ressons for
its not being avallable should be stated. Dis-
closure relating to any plan should include
such mutters as:

(a) A statement In narrative form indi-
cating the registrant's opinion as to the pe-
riod of time that the proceeds from the of-
fering will satisfy cash nts and
whether in the next six months it will be
necossary to ralse additional funds to meet
the expenditures required for operating the
business of the registrant. The basis for such
opinion shall be set forth with specificity and
categories of expenditures and sources of
caso resources shall be identified. Amounts
of expenditures and cash resources need not
be provided. In addition, if the narrative
statement Is based on a cash budget, such
budget should be furnished to the Commis-
sion a&s supplemental Information, but not as
a part of the registration statement.

(b) An explanation of material product
research and development to be performed
during the period covered by the plan, in-
cluding, In addition to the description of
the business done and intended to be done
required by paragraph 4(a) and without lim-
fting that requirement, where there has
heen & public announcement of, or such in-
formation has otherwise become publiec about,
o new product or line of business requiring
the investment of & material amount of total
pssets, & description of the status of such
product or line (e.g. whether in the planning
stage, whether prototypes exist, the degreo
to which product design has progressed or
whether further engineering is necessary).

(¢) Any anticipated material acquisition
of plant and equipment and the capacity
thereof.

(d) Any anticipated material changes in
number of employees In the various depart-
ments such as research and development,
production, sales or administration.

(o) Other material arens which may be
peculiar to the registrant’s business,

(b) If tho registrant engsges In material
operations in foreign countries, or if & ma-
terinl portion of sales or revenues is derived
from customers in forelgn countries, appro-
priate disclosure shail be made with respect
to the importance of that part of the busi-
ness to the registrant and the risks attend-
ant thereto. Insofar ns practicable, furnish
information with respect to volume and rela-
tive profitabliity of such operations,

(e) The Commission may, upon written
requests of the registrant and where con-
sistent with the protection of Investors, per-
mit the omission of any of the information
horein required or the furnishing in substi-
tution therefor of appropriate Information of
ocomparable character. The Commission may
also reguire the furnishing of other infor-
mation in addition to, or in substitution for
the information herein required in any case
where such information Is Necessary or ap-
propriate for an adequate description of the
business done or intended to be done.

Item 8. Promoters, Directors and Ofiicers.

(a) No change.

(b) List the names and ages of all di-
roctors of the registrant and all persons
chosenn 10 become directars; Indioate all
poaitions and offices with the registrant held
by ench such person; state his term of ofice
ns director and the period during which he
has served as such and briefly describe any
arrangement or understanding between him
and any other person pursuant to which he
was selected as n director,

(¢) List the names and ages of all execu-
tive officers of the registrant and all peor-
sons chosen to become execcutive officers;
indicate all positions and offices with the
registrant held by each such person; state
his torm of office as officer and the period
during which he has served as such and
briefly describe any arrangement or under-
standing between him and any other per-
son pursuant to which he was selected as
an officer.

Instructions, 1. Do not include arrange-
ments or understandings with directors or
officers of the registrant acting solely in their
capacities as such.

2. The term “executive officer’ means the
president, secretary, treasurer, any vice
president in charge of n principal business
function (such ns sales, administration or
finance) and any person who performs sim!i-
lar policy making functions for the regls-
trant Where the registrant employs persons
such as production muanagers, sales man-
sgers, or research sclentists, who are not
executive officers, but who make or are ox-
pected to make, significant contributions to
the business of registrant, such persons
should be identified and their backgrounds
disclosed Lo the same extent na in the coase
of executive officers. Such disclosure need
not be made if the registrant was subject
to section 13(a) or 15(d) of the Exchange
Act or was exempt from section 13(a) by
section 12(g)(2) (G) of that Act, imunedi-
utoly prior to the filing of the registration
statement.

3. If any person chosen to become s di-
rector or executive officer has not consented
to act a8 such, so state, (Formerly Instruc-
tion 1 to Item 8(b).)

(d) State the nature of any family re-
Iationship between any director or execu-
tive officer and any other director or execi-
tive officer.

Instruction. The term “family relation-
ship™ means any relationship, by blood, mar-
riage or adoption, not more remote than first
cousin.

(e) Give n brief account of the business
experience during the past five years of each
director snd esch executive officer, inciuding
his prineclpal oocupations and employment
during that period and the name and prin-
cipal business of any corporation or other
organization in which such occupations and
employment were carried on. Where &n
executive officer has been employed by the

or s subsidiary of the registrant
for less than five years, a brief explanation
should be included ns to the nature of the
responsibilities undertaken by the individual
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in prior positions to provide adequate dis-
closure of his prior business experience.
Wwhat is required is Information relating to
the Jevel of his professional competence
which may include, depending upon the cir-
cumstances, such specific information as the
sive of the operation supervised.

(f) Describe any of the following events
which occurred during the past 10 years and
which are material to an evalulition of the
abllity and Integrity of any director or
exeoutive officer of the registrant:

(1) A petition under the Bankruptey Act
or any state insolvency law was filed by or
asgainst, or a roceiver, fiscal agent or siml-
lar officer was appointed by a court for the
business or property of, such person, or any
partnerahlp In which he was a general part-
nor at or within two years before the time
of such filing, or any corporation or business
associstion of which he was an executive
officer at or within two years before the time
of such filing;

(2) Such person was convicted In a crimi-
nal proceeding (excluding traffic violations
and other minor offenses) or is the subject
of a criminal proceeding which is presently
pending; or

(3) Such person was the subject of any
order, judgment or decree of any court of
competent jurisdiction permanently or tem-
porarily enjolning him from acting as an in-
vestment adviser, underwriter, broker or
dealer In securities, or as an affillated person,
director or employee of any Investment com-
pany, bank, savings and loan association or
Insurance company, or firm engaging In or
continuing any conduct or practice in con-
nection with any such activity or in connec-
tion with the purchase or sale of any security,
or was the subject of any order of a Federal
or state authority barring or suspending, for
more than 60 days, the right of such person
to be engaged in any such activity, which
order has not been reversed or suspended,

Instruction, If any event specified in para-
graph (f) has occurred but information in
regard thereto is omitted on the ground that
it is not material, the registrant shall furnish,
& supplemental information and not as a
part of the registration statement, o descrip-
tion of the ecvent and & statement of the
reassons for the omission of information in
regard thereto,

UNDERTAKING TO DELIVER
CERTIFICATES PROMPTLY

The following new undertaking is
added to § 239.12 (Form 8-2) :

The following undertaking should be in-
cluded in the registration statement if equity
securities are to be offered and the registrant
has not previously sold securities registered
under the Act:

“The undersigned registrant hereby under-
takes to provide to the underwriter at the
closing specified In the underwriting agree-
ment certifieates in such denominations and
registered in such names as required by the
anderwriter to permit prompt delivery to each
purchaser.”

Nore: Any request for acceleration should
be accompanied by & representation from the
underwriter that the registrant has been
requested to provide sufficlent certifioates in
T:lch denominations as to permit prompt de-

vory,

Commission action: Pursuant to au-
thority set forth in sections 12, 13),
15(d) and 23(a) of the Securities Ex-
change Act of 1934, as amended, the
Securities and Exchange Commission
hereby amends §§ 249.210, 249310,
249.308a, 240.13a-13 and 240.15d-13 of
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Chapter II of Title 17 of the Code of Fed-
eral Regulations all as set forth below:

1. §249.210 (Form 10)—Items 1 and 6
of § 249.210 of Chapter II of Title 17 of
the Code of Federal Regulations would
be amended as follows:

Item 1. Business.

(a) State the year in which the registrant
was organized and its form of organization
(such as “a corporation,” or “unin ted
assoclation” or other appropriate statement) .

(b) Describe the business done and in-
tended to be done by the registrant and the
genoral development of such business during
the past § years, or such shorter period as
the registrant may have been engaged in
business, The description shall Include in-
formation as to matters such as the follow-
ing:

(1) Competitive conditions in the Indus-
try or Industries involved and the competi-
tive position of the registrant, if known or
rensonably avallable to the registrant, If sev-
ernl products or services are involved, sep-
arate conslderation shall be given to the
principal products or services or classes of
products or services. (Formerly paragraph (f)
of Item 1.)

(2) If a material part of the business is
dependent upon a single customer or a fow
customers, the loss of any one or more of
whom would have a materially adverse effect
on the business of the registrant, the name
of the customer or customers, thelr relation-
ship, if any, to the and matorial
facts regarding thelr impaortance to the busi-
ness of the registrant. (Formerly paragraph
(d) of Item 1.)

(3) The principal products produced and
services rendered by the registrant, the prin-
cipal markets for, and methods of distribu-
tion of, such produocts and services, including
any significant changes In the kinds of prod-
ucts produced or services rendered, or in the
markets or methods of distribution, during
the past three fiscal years.

(4) To the extent that information con-
cerning backlog is material to an under-
standing of the business of the registrant,
the dollar amount of backiog of orders be-
leved to be firm, na of a recent date and as
of a comparable date in the preceding fiscal
yvear, together with an indication of the
portion thereof not reasonably expected to
be filled within the current fiscal year, and
seasonal or other material aspects of the
backlog, (Formerly Instruction 8{a) to para-
graph (b) of Item 1.)

(6) The sources and avatlabllity of raw
materials essential to the business, (Formerly
Inatruction 6(B) to paragraph (b) of Item 1.)

(6) The importance to the business and
the duration and effect of, all material
patents, trade marks, licenses, franchises and
concessions held. (Formerly Instruction 5(C)
to paragraph (b) of Item 1,)

(7) (&) The estimated dollar amount spent
during each of the Isnst two fiscal years on
material research activities relating to the
development of new products or services or
the Improvement of existing products or serv-
ices, Indlcating which were company spon-
sored and/or those which were customer-
sponsored.

(b) In addition to the description of the
business done and intended to be done re-
quired by paragraph 1(b) and without
limiting that requirement, If there has been
a public announcement of, or if information
otherwise has become public about, a new
product or line of business requiring the in-
vestment of a material amount of total
nssets, a desoription of the status of such
product or line (eg., whether in the planning
stage, whether prototypes exist, the degree
to which product design has progressed or
whether further engineering is necessary),
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(0) Where material, state the approximate
number of employees engaged fulltime in
each of the activities described in (a) above
during each fiscal yoar and in (b) above,
(Formerly Instruction §(D) to paragraph (b)
of Item 1.)

Nore: Item 1(b) (7) (b) requlres a desarip-
tion of the status of product development Iin
addition to the description of the business
done and intended to be done required by
paragraph 1(a), Item 1(b) (7)(b) Is not in~
tended to require disclosure of otherwise non-
public corporate information the disciosure
of which would adversely affect the regis-
trant’s competitive position. Subparagraph
(a) requires disclosure of financial Informa-
tion relating to research and development ae-
tivities., Subparagraph (b) is Intended to
ollclt additional specific information only
where there has been a public announcement
or where information has otherwise become
public concerning n new product or line of
business requiring the Investment of a ma-
terial amount of total assets,

(8) The number of persons employed by
the registrant, (Formerly Instruction 5(E)
to paragraph (b) of Item 1.)

(9) The extent to which the business of
the registrant or a material portion thereof
is or may be seasonal.

Imatructions, 1. If the registrant proposes
to enter, or has recently entered or intro-
duced a new line of business or product re-
quiring the investment of & material amount
of its total assets, provide as supplemental
information at the time of filing of the regls~
tration statement, but not as a part thereof, a
copy of any studies conducted or performed
by or for the registrant relating to such
business or product, and a statement as to
the actual or proposed use of such study.
Where material, disclosure of the absence of
such a study is required.

2, The principal methods of competition
(eg.,, price, service, warranty, or product
performance) should be fdentified and posi-
tive and negative factors pertaining to the
competitive position of the registrant, to the
extent that they exist, should be explained,
if known or reasonably avallable to the regls-
trant. An estimate of the number of com-
petitors should be Included, and, where
material, the particular markets In which
the registrant competes should be identified.
Where one or a amall number of competitors
are dominant, they should be identified.

3. Where material to understanding the
registrant’s business, the registrant's and in-
dustry practices and conditions as they relate
to working capital items should be explained
(0.g., where the registrant’s business is
highly seasonal; where the registrant ls re-
quired to carry significant amounts of in-
ventory to meet rapid dellvery requirements
of customers or to assure (tself of a continu-
ous allotment of goods from suppliers; or
where the registrant has provided extended
payment terms to customers),

4. The description shall not relate <o the
powers and objecta specified In the charter,
but to the actual business done and intendod
to be done, Include the business of subsidli-
arles and afMliates of the reglstrant insofar
8s is n to understand the character
and development of the business conducted
by the total enterprise. (Formerly Instruc-
tion 1 to parageaph (b) of Item 1.)

5. In describing developments, informan-
tion shall be given as to matters such ax the
following: the nature and results of any
bankruptey, receivership or similar proceed-
ings with respect to the registrant or any of
{ts significant subsidiaries; the nature and
results of any other material reorganization,
readjustment or suoccesajon of the registrant
or any of its significant subsidiaries: the
acquisition or disposition of any material
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amount of assets otherwise than In the ordi-
nary course of business; and any material
changes in the mode of conducting the busi-
ness. (Formerly Instruction 2 to paragraph
(b) of Ttem 1.)

6. (Disclosure relating to Environmental
Matters)—No Change

7. The business of a predecessor or prede-
cessors shall be deemed to be the business of
the registrant for the purpose of this item.
(Formerly Instruction 3 to paragraph (b) of
Item 1.)

8, Appropriate disclosure shall be made
with respect to any materinl portion of the
bustness which may be subjoct to renegoti-
ation of profits or termination of contracts
or subcontracts at tho election of the
Government, (Formeriy Instruction 4 to
paragraph (b) of Item 1,)

Norz: The following Instruction (9) ap-
plies only to reglatrants filing a registration
statemont on Form 10 (§240.210) for the
first time, who (including predecessors) have
not received revenues from operations for
each of the three fiscal yenrs immediately
prior to the filing of the registration state-
ment, unless similar information has pre-
viously been filed for prior periods in a regis-
tration statement on Forms S-1 (§239.11) or
5-2 (§230.12) effective under the Securities
Act of 1833,

9. Describe, if formulated, the rogistrant's
plan of operation for the rematnder of the
fiscal year, if the registration statement Is
filed prior to the end of the registrant’s sec-
ond fiscal quarter. Describe, if formulated,
the registrant's plan of operation for the
remainder of the fiscal year and for the:
first six months of the next fiscal year, if the
registration statement is filed subsequent to
the end of the second fiscal quarter, If such
information Is not avallable, the reasons
for it not belng available shall be stated.
Disclosure relating to any plan should in-
clude such matlers as:

(a) An explanation of material product
research and development to be performed
during the period covered by the plan, in-
cluding, in addition to the description of
the business done and Intended to be done
required by 1(b) snd without
limiting that requirement, where there has
been s public announcement of, or such
Information has otherwise become public
about, & new product or lMne of business
requiring the investment of a material
amount of totnl assots, a description of the
status of such product or line (e.g., whether
in the planning stage, whether prototypes
exist, the degree to which product design
has progressed or whether further engineer-
ing is necessary).

(b) Any anticipated material acquisition
of plant and equipment and the capacity
thereof.

(¢) Any anticipated material changes in
number of employees in the various depart-
ments such as research and development,
production, sales or administration.

{d) Other material areas which may be
peculiar to the registrant's business,

(0) Information as to lines of business.
(No change).

(d) If the registrant and its subsidiaries
engage in material operantions in foreign
countries, or If a material portion of sales
or revenues 15 derived from customers in
forelgn countries, appropriate disclosure
shall be made with respect to the impor-
tance of that part of the business to the
registrant and the risks attendant thereto.
Insofar as practicable, furnish information
with respect to volume and profitability of
such operations. (Formerly paragraph (e)
of Item 1.)

(e) The Commission may, upon written
request of the registrant, and where con-
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sistant with the protection of investors,
permit the omission of any of the informa~-
tion herein required or the furnishing in
substitution therefor of appropriate Infor-
mation of comparable character. Tho Com-
mission may also require the furnishing of
other Information in addifion to, or in
substitution for, the Information herein re«
quired In any case where such Information
is neocessary or appropriate for an adequste
desoription of the business dono or intended
to be done. (Formerly - paragraph (g) of
Item 1.)

Item 6, Directora and executive officers.

(a) List the names and ages of all direc-
tors of the reglatrant and all persons chosen
to become directors; indicate all positions
and offices with the registrant held by each
such person; state his term of office as
director and the periocd during which he
has sorved as such and briefly describe
any arrangement or understanding between
him and any other person pursuant to which
he was selected a8 a director.

Instruction. Do not include arrangements
or understandings with directors or officers
of the registrant acting solely in thelr ca-
pacities as such.

(b) List the names and ages of all execu-
tive ofMoers of the registrant and all persons
chosen to hecome executive officers; indicate
all positions and officers with the registrant
held by each such person; state his term of
office &8 ofcer and the period during which
be has served ss such and brlefly describe
any arrangements or understanding between
him and any other person pursuant to which
he wns selected as an officer.

Instructions. 1, Do not include arrange-
ments or understandings with directors or
executive officers of the registrant acting
solely in thelr capacities as such.

2. The term “executive officer” means the
president, secretary, treasurer, any vice presi-
dent In charge of a principal business func-
tion (such os sales, administration or
finance) and any other person who performs
similar policy making functions for the
registrant. Where the registrant employs per-
sons such &a production managers, sales man~
agers, or research scientists, who make or are
expected to make, significant contributions
to the business of the registrant, such persons
should be identified and thelr background
disclosed to the same extent as in the case
of executive officers,

(0} State the nature of any family rela-
tionship between any direéctor or executive
officer and any other director or executive
officer,

Instruction. The term “family relationship™
means any relationship by blood, marriage or
sdoption, not more remote than first cousin.

(d) Give s brief account of the business
experience during the past five years of each
director and each executive officer, including
his principal occupations and employment
during that period and the name and princi-
pal business of any corporation or other or-
ganization in which such occupations and
employment were carried on. Where an
executive officer has been employed by the
registrant or a subsidiary of the registrant
for less than five years, a brief explanation
should be included as to the nature of the
responsibilitics undertaken by the individual
in prior positions to provide adequate dis-
closure of his prior business experience.

What s required Is Information relating
to the lovel of his professional competence
which may include, depending upon the cir-
cumstances, such specific information as the
slze of the operation supervised,

(e) Doscribe any of the following events
which ocourred during the past ten years

and which are material to an evaluation of
abllity and integrity of any director or execu-
tive officer of the registrant:

II. § 249,310 (Form 10-K)—Items 1, 8
and 12 of § 249.310 of Chapter II of Title
17 of the Code of Federal Regulations
would be amended as follows:

Item 1. Business,

{s) XIdentify the prinelpal products pro-
duced and services rendered by the registrant
and its subsidiaries, and the principal mar-
kets for, and methods of distribution of, such
products and services. Briefly describe any
significant changes In the kinds of products
produced or services rendered, or In the mar-
kets or methods of distribution, since the be-
ginning of the fistal year,

(b) Describe any materjal changes and de-
velopments since the beginning of the fiscal
year in the business done and intended to be
done by the registrant and its subsidiaries
The description ahall Include information as
to matters such &s the following:

(1) Competitive conditions in the indus-
try or industried involved and the compotl-
tive position of the registrant If known or
reasonably avallable to the registrant, If
soveral products or sorvices are involved,
soparate consideration shall be given to the
principal products or services or classes of

ucts or services. (Formerly pamgraph
(b)(1) of Item 1.)

(2) If » material part of the business Is
dopendent upon a single customer or a few
customers, the loss of any one or more of
whom would have s materially adverse eifect
on the business of the registrant, the name
of the customer or customers, thelr relation-
ship, If any, to the registrant and materia!
facts regarding thelr imy to the busi-
ness of the registrant, (Formerly paragraph
(d) of Item 1.)

(3) To the extent that information con-
cerning backlog is material to an understand-
ing of the business of the registrant, the dol-
lar amount of backlog of orders belleved to
be firm, as of the end of the registrant's fisca
year, and as of the end of the preceding fiscal
year, together with an indication of the por-
tion thereof not reasonably expected to be
filled within tho current fiscal year and sea-
gona!l or other materinl aspects of the back-
log. (Formerly paragraph (b) (2) of Item 1.)

(4) The sources and avallabllity of raw
materials essential to the business. (Formerly
paragraph (b) (3) of Item 1.)

(6) The importance to the business and
the duration and effect of, all material pat-
ents, trademarks, licenses, franchises and
concessions held, (Formerly paragraph (b)
(4) of Item 1.)

(6) (n) The estimated dollar amount spent
during each of the last two fiscal years on
muaterial research actlvities relating to the
developments of new products or services or
the improvement of existing products of
services, Indicating those nctivities which
were company-sponsored and/or those which
were customer-sponsored.

(b) If there has been a public announce-
ment of, or if Information otherwise has be-
come public about, & new product or line of
business requiring the Investment of a ma-
terial amount of total assets, description of
the status of such product or line (eg.
whether in the planning stage, whether pro-
totypes exist, the degree to which product
deslgn has progressed or whether further
engineering is nocessary).

(0) Where material, state the approximate
number of employees engaged fulltime In
ench of the activities described In () above
during each fiseal year and in (b).
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Norx: Item 1 6(b) Is not Intended to re-
quire disclosure of otherwise non-public cor-
porate information the disclosure of which
would adversely affect the reglstrant's com-
petitive position. Subparagraph (a) requires
disclosure of fAnancial information relating
to research and development activities., Sub-
paragraph (b) 1s intended to elicit additional
specific information only where there has
been: & public announcement or where infor-
mation has otherwise become public about
a new product or line of business requiring
the Investment of a material amount of total
assets.

(7) (Disclosure relating to environmental
matters)—No Change.

(8) The number of persons employed by
the rogistrant, (Formerly paragraph (b)(8)
of Item 1.)

(2) The extent to which the business of
the registrant or a material portion thereof
is or may be seasonal,

Instructions. 1. If the reglstrant proposes
to enter, or has recently entered or Intro-
duced a new line of business or product re-
quiring the investment of a material amount
of its total mssets, provide as supplemental
information, but not as a part of the report,
o copy of any marke! studies conducted or
performed by or for the registrant relating
to such business or product and a statement
a2 to the actual or proposed use of such
study. Where material, disclosure in the re-
port of the absence of such a study is re-
quired.

3. The principal methods of competition
(e.g., price, service, warranty, or product per-
formance), should be identified and positive
and negative factors pertaining to the com-
potitive position of the registrant, to the
extent that they exlst, should be explalned,
if known or reasonably avatlable to the reg-
Istrant. An estimate of the number of com-
potitors should be included, and, where ma-
terial, the particular markets in which the
registrant competes should be identified.
Where one or a small number of competitors
are dominant, they should be identified.

3. Where material to understanding the
registrant’s business, the registrant’s and in-
dustry practices and conditions as they re-
late to working capital items should be ex-
plained (e.g., where the registrant's business
is highly seasonal; where the registrant is
required to carry significant amounts of in-
ventory to meeot rapid delivery requirements
of customers or to assure itsslf of a con-
tinuous allotment of goods from suppllers;
or where the registrant has to provide ex-
tended payment terms to customers).

4. The description shall not reinte to the
powers and objects specified in the charter,
but to the actual business done and intended
to be done. Include the business of subsidi-
aries and affiliates of the registrant insofar
a5 s necessary to understand the charncter
and development of the business conducted
by the total enterprise.

5. In describing developments, informa-
tion shall be given as to matters such as the
following: the nature and results of any
bankruptcy, receivership or similar proceed-
ings with respect to the registrant or any of
It significant subsidiaries; the nature and
results of any other material reorganization,
resdjustment or succession of the registrant
or any of its significant subsidiaries; the
Acquisition or disposition of any material
hmount of assots otherwise than In the or-
dinary course of business: and any material
changes in the mode of conducting the
business.

6. The business of a predecessor or prede-
tessors shall be deemed to be the business
:" the reglatrant for the purpose of this

tem,

7. Appropriate disclosure shall be made
With respect to any material portion of the
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business which may be subject to renegotia-
tion of profits or termination of contracts
or subcontracts at the election of the
Government.

(¢) Information as to Lines of Business
[Formerly Item 1(g)] (No Change).

{d) If the registrant and fts subsidiaries
engage In material operstions in foreign
countries, or of a material portion of sales
or revenues 15 derived from customers (n
forelgn countries, appropriate disclostre shall
be made with respect to the !mportance of
that part of the business to the registrant
and the risks attendant thereto. Insofar as
practicable, furnish information with respect
to volume and relative profitability of such
operations, (Formerly paragraph (o) of
Item 1.)

(¢) The Commission may, upon written re-
quest of the registrant and where consistent
with the protection of investors, permit the
omission of any of the Information herein
required or the furnishing in substitution
therefor of appropriate information of com-
parable character, The Commission may also
require the furnishing of other Information
In addition to, or in substitution for, the
Information herein required In any case
where such Information s necessary or ap-
propriate for an adequate description of the
business done or intended to be done. (For-
merly paragraph (f) of Item 1.)

Item 8. Ezecutive Officers of the Registrant,

(8) List the names and ages of all execu-
tive officers of the registrant and all persons
chosen to become executive officers; state the
nature of any family relationship between
them, indicate all positions and offices with
the registrant held by each such person; state
his term of office as oficor and the period
during which he has served ms such and
briefly describe any arrangement or under-
standing between him and any other person
pursuant to which he was selected ns un
officer.

Instructions. 1. Do not include arrange-
ments or understandings with directors or
officers of the registrant acting solely in their
capacities as such.

2. The term “executive officer” means the
president, secretary, treasurer, any vice presi-
dent In charge of a principal business func-
tion (such as sales, administration or fi-
nance) and any other person who performs
similar policy making functions for the
rogistrant,

3. The term “family relstionship” means
any relationship by blood, marriage or adop-
tion, not more remote than first cousin.

(b) Give a brief account of the business

"experience during the past five years of each

executive officer, including his principal oc-
cupations and employment during that pe-
riod and the name and prineipal business of
any corporstion or other organization In
which such occupations and employment
were carried on. Where an executive officer
has been employed by the'registrant or a sub-
sidiary of the registrant for less than five
yonrs, a brief explanation should be included
65 to the nature of the responsibilities un-
dertaken by the individual in prior positions
to provide andequate disclosure of his prior
business experience. What is required is in-
formation relating to the lovel of his profes-
slonal competence, which may Include, de-
pending upon the circumstances, such spe-
clfic information as the size of the operation
supervised.

Item 12. Directors of the Registrants.... .

Notx: Paragraph (¢) of Item 12 also ap-
plies to executive officers of the registrant.

(a) List the name and age of each director
of the registrant, the date on which his pres-
ent term of office will expire and the nature
of all other positions and offices with the
registrant presently held by him. The same
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Information shall be provided with respect to
each person chosen to become & director.

(b) If not proviously reported, state the
nature of any famlily relationship between
each such director and any other director
or any executive officer of the registrant and
give u brief account of his business experi-
once during the past five years, Including his
principal occupations and employment diir-
ing that period and the name and principal
business of any corporation or other organi«
zation in which such occupation or employ~
ment was carried on. Where n person haa
been on the reglstrant's board for less than
five years, a brief explanation should be in-
cluded as to the nature of the responsibilities
undertaken by the individual in prior posi-
tions to provide adequate disclosure of his
prior business expereince, What (s required
iIs information relating to the level of his
professional competence and experience.

(¢) Describe any of the following events
which have occurred during the past 10 years
and which are material to an evaluation of
the ability and integrity of any director or
oxecutive officer of the registrant:

- - » - -
Instructions, 1. Instruction 2 to Item 8
Instructions. 1. Instruction 2 to Item 8

shall also apply to this ttem.

2. If any event specified in paragraph (o)
has occurred but information In regard there-
to is omitted on the ground that it {s not ma-
terial, the registrant shall furnish, as supple-
mental information and not as a part of this
report, a description of the event, and n
statement of the reasons for the omission of
information in regard thereto,

III. § 249.308a [Form 10Q—Instruction
H, paragraph (2) of § 249.310 of Chapter
II of Title 17 of the Code of Federal Regu-
lations is amended to add the following
paragraph:

(.) .- .0

Where a company is In the promotional or
development stage to which paragraph (b) of
Rule 5A-01 of Article 5A of Regulation S-X
[17 CFR 210.50-01 | & applicable, the Informa-
tion specified in Rules 5A-02 [17 CFR 210.5a-
02] and 5a-06 [17 CFR 210.5a-06 of Regula-
tion 8-X [17 CFR 210.1-01 et seq.] shall be
furnished for the above periods In lieu of the
information called for by Parts A and B
below,

IV. § 240.13a-13—Paragraph (b) of
§ 240.13a-13 of Chapter II of Title 17 of
the Code of Federnl Regulations is
amended to delete part of subparagraph
5 as follows:

(b) Quarterly reports on Form 10-Q 17
CFR 240.308a] need not be filed by the fol-
lowing lssuers:

(1) Companies in the promotional or
development stage to which paragraph
(c) of §210.5a-01 of this chapter is
applicable.

All of the above amendments will take
effect on August 1, 1973 and will apply
with respect to filings on Forms S-1 (17
CFR 239.111, S-2 [17 CFR 239.121 or 10
(17 CFR 249.210] made on or after that
date and to fillngs of Forms 10-K (17
CFR 2493101 and 10-Q [17 CFR
248.308a] for periods ending on or after
that date. The amendments will not
apply to filings made on those forms
prior to that date.
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(8ecs. 8, 7, 10, 10(a), 48 Stat, 78, 81, 85, Secs,
205, 200, 48 Stat. 008, 008, Sec. 8, 68 Stat. 685,
Sec, 1, 79 Stat. 1051, 15 UB.C. 77(1), 77(g).
77(§). T78(n); Secs, 12, 13(a), 15(d), 23(s),
48 Stat. 802, 894, 895, 901, Secs. 1, 203(a), 8,
49 Stat. 1376, 704, 1379, Sec. 202, 68 Stat. 686,
Secs. 3, 4, 78 Stat. 565-568, 569, Sec. 1, 82 Stat.
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454, Sec. 28(c), 84 Stat, 1435, 16 US.C, 78 1,
78m(n), 780(4), T8w(s).)
By the Commission.

{seaL) SmrLEY E. HoLuls,
Recording Secretary.
Juxe 1, 1973.
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Title 20—Employees’ Benefits

CHAPTER 1Il—SOCIAL SECURITY AD-
MINISTRATION, DEPARTMENT  OF
HEALTH, EDUCATION, AND WELFARE

[Reg. No. 5]

PART 405—FEDERAL HEALTH
INSURANCE FOR THE AGED

Pagmnt for Services in Connection With
idney Transplant and Renal Dialysis
Provided to Entitled Beneficiaries

Section 2991 of P.L. 92-603 extends
Medicare protection against the cost of
chronic renal disease (CRD) to virtually
the entire population. The legislation au-
thorizes the Secretary to limit reimburse-
ment to facllities meeting such require-
ments as he may prescribe by regulation.
In view of the new issues that stem from
the virtually universal coverage of a very
complex service, the absence of prior ex-
perience, and possible precedents that
the regulations may establish, final deci-
sions on Medicare payment and facility
qualification policies will require careful
study and reevaluation based upon op-
erating experience. Operations on July 1,
1073, are to be based upon interim
regulations.

Section 29971 also requires that the reg-
ulations to be promulgated include
minimum utilization rates, which are
associated both with cost of operation
and quality of performance, which is gen-
erally superior when staff is well-prac-
ticed, and & provision for a medical
review board to screen the appropriate-
ness of patients for the proposed treat-
ment procedures. The final regulations,
when promulgated, will provide for such
rates and review boards. In addition, the

FEDERAL

final requirements for participation in
the program will provide that facllities
have affiliations which tie them in with
the various modalities of treatment so0 as
‘to support the development of an orga-
nized effective system of delivery of treat-
ment of CRD. Authority for participation
by a facility on an interim basis should
not be construed to imply that it will
be approved on a permanent basis for
participation in the program. When the
selection of qualifying facilities under
the final conditions is made, it is ex-
pected that those not qualifying will be
phased out with & minimum of interrup-
tion in the continuity of service. In addi-
tion, interim reimbursement levels and
mechanisms to be employed should not
be construed to reflect the final policles
which will be adopted and which are
expected to contain additional features
providing incentives for effective and
efficient performance, During the interim
period, limits will be applied to reim-
bursement amounts and services covered
beyond which payment will be made, i.e.,
will be considered reasonable and neces-
sary, only if adequate justification is
provided. Subject to requirements de-
soribed below, facilities which were in
operation in the performance of CRD
treatment on June 1, 1973, will be re-
imbursed under the program during the
interim period for services which are not
increased substantially; additional facili-
ties will be qualified to participate and
substantial additions to services will be
allowed for reimbursement on an excep-
tions basis, Those facilities which have
not provided transplantation or chronic

maintenance dialysis prior to June 1,
1973, or which have expanded or con-

template substantial expansion of sery-
ices after June 1, 1973, will in addition,
be reviewed during the interim period to
determine whether their entry into this
field is consistent with the criteria de-
scribed below, which include prineiples
expected to be encompassed in final con-
ditions of participation.

With respect to transplantation, these
criteria and principles include the fol-
lowing: (1) The facility is participating
in the Medicare program; (2) it can rea-
sonably be expected to perform a suffi-
cient number of transplants per year and
otherwise demonstrates a capacity to per-
form with high quality; (3) it makes a
needed contribution to access of care in
an area; (4) it contributes to a coordi-
nated system of care by its arrangements
for cooperation with other facilities in
the area offering the same or other
modalities of care for end-stage renal
disease patients so that patients should
be placed in the appropriate site and re-
celve the appropriate service: (5) its costs
of performance are expected to conform
with the norms for the services it pro-
vides; and (6) its capital expenditures
for this service have not been disap-
proved by a State agency designated in
accordance with section 1122 of title XI
of the Soclal Security Act. During the
period immediately after June 1, 1073,
special consideration for participation
will be given to a facility that has prior
to June 1, 1973, made a substantial in-
vestment of time, study, and resources in
preparation for provision of the services
in question.

Subject to the above caveat transplant
hospitals which are currently participat-
ing in the Medicare program will con-
tinue to be reimbursed in the interim
period for renal transplantation until
conditions of participation are promul-
gated and applied.

With respect to chronic maintenance
dialysis facilities, the criteria and princl-
ples include the following: (1) The facil-
ity is expected to meet an acceptable
utilization rate and otherwise demon-
strates a capacity to perform at high
quality; (2) the facility makes a needed
contribution to access of care; (3) the
facility makes & positive contribution to
the total system of care of CRD by work-
ing in cooperation with other sites and
modalities of care; (4) the facility has
arrangements for a patient review
mechanism to assure that all patients
are screened for the appropriateness of
their treatment modality—including
suitability for transplant and home
dialysis; (5) the cost (or charge) of the
service offered by the facility is in con-
formity with norms of costs (or charges)
for similar services; and (8) its capital
expenditures for this service have not
been disapproved by a State agency
designated in accordance with section
1122 of title XI of the Social Security
Act. During the period immedintely after
June 1, 1073, special consideration for
participation will be given to a facility
that, prior to June 1, 1973, had made &
substantial investment of time, study,
and resources in preparation for provi-
sion of the services in question.
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